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Note 


The material in this guide is condensed 
from the Small Business Development 
Corporations Act. It is not intended as a 
substitute for the Act. 


For general information on the Small 
Business Development Corporations Pro- 
gram, call the Ministry of Revenue’s multi- 
lingual Information Centre toll-free from 
anywhere in Ontario: 


® Metro Toronto residents — dial 965-8470 


@ Allother Ontario residents — 
dial 1-800-263-7965 


@ Telephone device for the deaf — 
dial 1-800-263-7776 


Or write to: 
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Ministry of Revenue 

33 King Street West 

P.O. Box 625 

Oshawa, Ontario 
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Our Purpose —20H 


The Small Business Development Corporations (SBDC) program is designed to 
encourage equity funding in the start-up and growth phases of Ontario’s small 
businesses, many of which cannot look to traditional sources. 

Important features of the SBDC program are versatility and flexibility. It offers 
a viable means of expanding or starting up a small business within the eligibility 
requirements. These requirements are under constant review to ensure that the 
types of businesses deemed eligible reflect the contemporary small business 
marketplace. For example, in 1987 cultural industries and businesses providing 
services to commercial enterprises were added. 

This unique program blends venture capital and equity investment into a power- 
ful prescription that provides small businesses with low cost capital and expertise 
that may be far more valuable than the capital invested. 

Investors are free to choose their investment targets from all eligible small 
businesses. In evaluating a small business, potential is more important than 
collateral to an SBDC. Although the Ministry of Revenue may assist in the early 
stages to match SBDCs to appropriate small business investment targets, 
negotiations are carried out in private, with the Ministry acting as a facilitator. These 
negotiations and a solid business plan can help determine which small businesses 
are successful in attracting funding. 

Potential start-ups or on-going enterprises can look to SBDCs for investment 
needs, or to improve their balance sheet situation and enable them to attract further 
Capital from banks and trust companies. 


Benefits for Investors. 


® forindividual investors, a 25 per cent cash grant that is income tax free; 


@ forcorporate investors, a 25 per cent tax credit against their Corporations 
Income Tax; 


@ the opportunity to invest venture capital with risk reduced through cash 
grants/tax credits. 


Benefits for SBDCs 


@ free program services ranging from Match-up to pre-registration assistance, 
opinions on eligibility, assistance from our Operations staff and special 


seminars and media activities aimed at promoting maximum program 
participation; 


@ SBDCscan make multiple investments, selecting their investment targets to 
spread the risk from high-tech to nuts-and-bolts manufacturing. 


Additional Benefits for 
Northern and Eastern Ontario* 


@  forindividuals investing in Northern and Eastern Ontario the cash grant is 
increased to 30 per cent; 


@ forcorporate investors the tax credit is increased to 30 per cent. 


Benefits for Eligible Small Businesses 


@ low-cost financing; 


@ thechance to attract an investor on the basis of your company’s potential 
rather than its collateral; 


@ expertise available to small businesses through SBDC participation; 


@ investment from a private sector investor while you remain in control of 
your company; 


@ involvement with arisk-sharing, problem-sharing partner; 


@ the possibility of buying back your shares in a few years if your company 
realizes its potential; 


@ arange of free services (Match-up, eligibility rulings, registration assistance) 
to maximize the flow of funds to small businesses. 


* See Special Provisions for 
Northern and Eastern Ontario 
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‘Overview 
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The Small Business Development Corporations Program is administered by the 
‘Ontario Ministry of Revenue. The program is designed to stimulate the growth of 
‘Ontario’s small businesses by encouraging private sector investment in them. The 
SBDC program blends venture capital and government assistance to aid small 
businesses in any stage of their development. 


How it works 
As shown on the chart opposite, the SBDC program operates with a minimum of 
government involvement: 


1 Asingle investor, or a group of investors pooling its capital, form a Small 
Business Development Corporation, 


2 a public or private company incorporated under the Business Corporations Act of 
Ontario and registered with the Ministry of Revenue. To qualify for incentives, SBDC 
‘investors must purchase equity (voting) shares of the SBDC. 


'3 For providing this investment capital, SBDC investors receive either a 25 or 30* 
per cent grant (to individuals resident in Ontario) or tax credit (to corporations pay- 
‘ing Ontario Corporations Income Tax) from the Province of Ontario. 


4 The SBDC must find an eligible small business in which to invest. 


There is no limit on the amount of investment the individual or corporate investor 
may make in the SBDC except that the total contribution by investors in equity 
‘shares must not exceed $5 million for private corporations and $10 million for public 
corporations. 

As an SBDC is capitalized, 25 or 30* per cent of its equity capital must be 
deposited into a trust fund held in trust on behalf of the corporation and the Ministry 
of Revenue jointly. The trust fund is usually established at a chartered bank or trust 
company and the manner in which the trust fund is set up is subject to Ministry of 
Revenue approval. 

Monies can only be withdrawn from the trust fund with written authorization 
from the Minister of Revenue. Approval is given when the SBDC invests in an 
eligible small business. ’ 


* See Special Provisions for 
Northern and Eastern Ontario 


t 
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The SBDC, which is similar to a holding company, must supply investment capital to’ 
an eligible small business by making an equity investment. The SBDC must pur- 
chase new equity shares (shares that carry voting rights) of the small business. Any. 
number of SBDCs are limited to owning in total no more than 49 per cent of the 
voting shares of any small business. Any one eligible small business cannot receive 
more than $2.5 million (including debt and equity investment) from any number of | 
SBDCs. The SBDC can also supply managerial and technical expertise to the eligi- 
ble small business, along with a limited amount of debt financing. | 

The minimum equity capital for an SBDC to be registered is $25,000. Within one 
year of registration, the SBDC must increase its equity capital to a minimum of 
either $50,000* or $100,000. Investment requirement dates are tied to the date an 
SBDC issues shares. Every time shares are issued, the SBDC has 12 months in 
which to invest 40 per cent of that capital, and 24 months to invest 70 per cent. 

Since the program was launched in July, 1979, over 1,970 investments have 
been made channelling approximately $387 million into Ontario’s small 
businesses. The infusion of SBDC capital has enabled many small businesses to 
start-up, expand or revitalize their companies, thereby enhancing the province’s 
overall economic growth. 

SBDC funding is often the key to additional funding. SBDC dollars can put 
small businesses in a position to attract funding from traditional sources. Many 
companies report that after the initial SBDC investment, they can raise three times — 
as much capital from traditional sources. In responding to a survey, 95 per cent 
of companies who received SBDC funding say they would definitely use the 
Program again. 


i 
i 
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* See Special Provisions for 


Northern and Eastern Ontario. 


Services 
Match-Up 


There are hundreds of SBDCs searching for the appropriate small business in 
which to invest, and many small businesses need that important venture capital 
investment to get off the ground or to expand. 

To help bring together SBDCs and eligible small businesses, the SBDC 
Program provides a free Match-up service. Match-up staff use their professional 
judgement and business experience to select from the inventory likely investment 
partners. While similar business objectives are important, Match-up staff also look 
for the right ‘‘personality” factors. It is not just a match-up of an investment anda 
company, but of investor and entrepreneur. 

Once the initial contact is made, investor and owner are left to negotiate without 
intervention by the Ministry. Match-up does not endorse any SBDC or small 
business. 

To achieve the best fit between the investor and small businesses, Match-up 
gathers information from both parties. Small businesses will be asked to complete a 
“Test of the Marketplace.” This questionnaire will provide information on how much 
Capital is needed, for what purpose, the profits and loss of the company, sales for 
the last three years (if applicable), forecasts for the next three years, and the 
possible return on investment. 

SBDCs must provide clear and sensible investment plans regarding their 
“ideal’’ small business. The plans should include the size of the desired invest- 
-ment, preferred activity and geographic location, and the financial and managerial 
condition of the small business in which they would invest. 

Small businesses must be able to motivate investors, to generate excitement 
about their business. Owners should be able to explain why an SBDC would want to 
invest in their company. In addition, small business owners hoping to attract SBDC 
investment should have a sound business plan that outlines the need for additional 
Capital, proposed uses of investment proceeds and the benefits of SBDC invest- 
ment in the company. 

Match-up can help small businesses focus their investment needs. This pro- 
cess of defining needs is a valuable learning experience for many small businesses. 

Whether or not the negotiations lead to a successful outcome, the SBDC 
Match-up service can spare both the SBDC and the small business owner the 
frustration of tedious, and often inconclusive searching. 


For detailed Match-up information, 
_ call (Oshawa) (416) 433-6461. 


Legislation Specialists 

With their detailed knowledge of legislation and the business environment, 
Legislation Specialists are in a key position to provide technical advice to both small 
businesses and SBDCs. 

Specialists provide interpretations of the SBDC Act, and can assist in matters 
relating to the Business Corporations Act, the Securities Act, the Corporations Tax 
Act and the Income Tax Act of Canada. 

Legislation Specialists will rule on which businesses and investments are 
eligible for SBDC funding. Registered and prospective SBDCs should contact the 
Legislation Specialists as early as possible to receive a ruling on their investment 
proposal. There can be no release of trust funds until an eligibility ruling is received. 

Their knowledge of business-related legislation means they can provide 
suggestions on how to make the investment proposal fit the Program’s require- 
ments. Investors, business owners, lawyers and accountants should consult these 
specialists to ensure that the investment proposals meet all the legislative 
requirements. 


For detailed information, call (Oshawa) (416) 433-6332. 


Preview 
Preview is the initial meeting where SBDC personnel assist the SBDC applicant by 
answering questions the principals may have regarding incorporation, registration 
and the SBDC program in general. Program personnel meet with the principals of 
prospective SBDCs in order to verify the information submitted to the Program and 
the relevant documentation for registration. All prospective SBDCs are previewed 
prior to registration. 

Registration is the process whereby the newily-incorporated company becomes i 
a Small Business Development Corporation. 

To commence the preview and registration process, the following requirements 
must be met: 


@ thecorporation must comply with all provisions of the Business Corporations 
Act of Ontario; 


@® anapplication for registration in duplicate must be made on the 
prescribed form; 


@ the application must be accompanied by a certified or notarial copy of the 
corporation's articles of incorporation; 


@ thecorporation is restricted by its articles to ‘“‘assisting in the development of 
small businesses by providing capital through the acquisition and holding of 
securities, and providing business and managerial expertise to small 
business’’;* 


@  thetotal stated capital of the corporation cannot exceed $5 million for private 
corporations and $10 million for public corporations; 


@ thecorporation must not have carried on business prior to registration. 


It should be noted that a corporation may be registered with as little as $25,000 in 
issued equity capital. 

Once the initial requirements have been met and the SBDC principals have met 
with program personnel, the corporation may be registered as an SBDC. A stamped 
copy of the Application/Proposal for Registration is returned to the SBDC principals, 
together with a Certificate of Registration. 


For more information on Preview call 433-6465. 


Operations 

Registered SBDCs and eligible small businesses are the main focus of the 
Operations section. Throughout the life of the SBDC, the Operations section will 
help make sure the corporation stays on track with program requirements. 

In the business community time and money are two valuable commodities. 
Operations staff respond to this principle through prompt payment of incentives to 
SBDC investors and the timely release of trust funds. 

Operations will help the SBDC and small business to stay in compliance. For 
the SBDC, there are reminders of all requirements. Staff provide advice and early 
warning of potential problems so they may be averted. 

Small businesses and SBDCs can contact the Operations section for 
advice on: 


trust fund release; 

Capitalization and investment requirements; : 
annual reporting; 

grant and tax credit applications; 

changes in investment portfolios and eligibility of investments. 


For more information call 433-6377. 


* For restrictions on Northern and Eastern SBDCs, see 
Special Provisions for Northern and Eastern Ontario. 


Eligibility Requirements 
For Small Businesses 


Does your small business fit? 
Take a look at the following requirements. 


A small business may be eligible for SBDC investment if it: 
is a Canadian-controlied corporation; 
has no more than 150 employees; 


pays at least 75 per cent of its wages and salaries in respect of operations in 
Ontario; 


operates at arm’s length of the investing SBDC; 


is primarily engaged in an eligible activity. A business must use morse than 
50 per cent of its combined assets, wages and salaries in the following ac- 
tivities: manufacturing and processing, tourist activities, book publishing, 
research and development, development of computer applications or system 
software, providing services to commercial enterprises or engaged in cultural 
industries. In Northern and Eastern Ontario businesses primarily engaged in 
services ancillary to the mining and forestry industries also qualify*. Start-ups 
are eligible for SBDC investment provided they are primarily engaged in an 
eligible activity within 12 months of the date of the SBDC investment. 


The following is a brief description of eligible activities: 


Manufacturing and processing includes small businesses that produce or 
put into marketable form goods or materials from raw, unfinished or prepared 
goods or materials, for sale or lease by the small business. Construction ac- 
tivities, farming, fishing, and oil or gas well operation or production are 
excluded. 


Tourist activities include small businesses involved in the operation and 
management by the owner of: 
i) ahotel, motel, or resort primarily offering overnight accommodation; 


ii) acommercial tourist attraction or recreational facility that is designed for 
and is used primarily by tourists, but not including a restaurant or other 
similar establishments; 


iii) amarina, in which at least 30 per cent of available berthing slips are retained 
by the marina for the exclusive use of transient boaters, and at least 50 per 
cent of its operating revenues are derived from reserved moorings, sale of 
marine fuel and storage services. 


* See Special Provisions for 
Northern and Eastern Ontario. 


@ Book publishing includes small businesses involved in publishing books 
manufactured and printed in Canada and written or translated substantially by 
Canadian authors. The books must be bound, non-periodical publications 
containing no paid advertising and published for educational, technical, 
cultural or literary purposes. Periodicals are eligible under cultural industries. 


@ Research and development activities include smail businesses primarily 
engaged in scientific research as defined in Section 2900 of the regulations of 
the Income Tax Act of Canada. Research and development also includes the 
creation or improvement of new or existing materials, devices, products 
or processes. 


@ Computer software development involves the development of computer 
application or system software programs that are for sale, lease or licensing by 
the small business and are ready for use by any one of many product users 
without significant modification, provided that employees of the small business 
carry out substantially all of the phases of research, programming and testing. 


@ Cultural industries include: production or commercial distribution of qualifying 
films; the development or production of live theatrical events staged in Canada; 
the commercial production of sound recordings or commercial exploitation of 
performing rights, mechanical rights and other rights to musical works; and 
regular publication of a periodical. 


@ Services to commercial enterprises are any activities providing labour or 
labour and materials that benefit a commercial enterprise. Examples include 
accounting services, advertising agencies, customs brokers, carpet cleaners 
and window cleaners, computer services, architectural engineering or other 
professional technical services, and services ancillary to manufacturing. 


@ Services ancillary to the mining and forestry industries include services 
such as transportation, contract drilling, machinery and equipment rental and 
leasing, engineering and other scientific and technical services. Such small 
businesses are eligible for investment only by Northern and Eastern SBDCs.* 


* See Special Provisions for 
Northern and Eastern Ontario. 


Special Provisions for 
Northern and Eastern Ontario 


To ensure maximum economic benefits to all areas of the province, the SBDC pro- 
gram provides increased benefits to SBDCs investing in Northern and Eastern 
Ontario. For Northern and Eastern SBDCs the incentive is increased to 30 per cent, 
rather than the regular rate of 25 per cent applicable to all other SBDCs. 

A Northern and Eastern SBDC is restricted by its articles to investing in small 
businesses that pay at least 75 per cent of wages and salaries to employees whose 
permanent place of employment is located in Northern or Eastern Ontario. 

As a Northern and Eastern SBDC is capitalized, 30 per cent of its equity capital 
must be deposited into a trust fund (see Overview). When the Northern and Eastern 
SBDC invesis in an eligible Northern and Eastern small business the Minister of 
Revenue will authorize a release of trust funds. 

The minimum equity capital that a Northern and Eastern SBDC must raise by 
the end of its first year of registration is $50,000 instead of the $100,000 that applies 
to other SBDCs. 

In addition to the regular eligible activities in which a targetted small business 
may be engaged, only a Northern and Eastern SBDC may invest in a small business 
providing services ancillary to the mining and forestry industries. 

Because Northern and Eastern communities are often more interdependent, 
both socially and economically, than communities elsewhere in the province, 
certain changes have been made for Northern and Eastern SBDCs to the “arm’s 
length’ provisions governing investment. Eligible small businesses may have 
business dealings with shareholders of the SBDC provided: 


@ the SBDC has no fewer than 5 shareholders; 


@ noneofthe SBDC shareholders owns more than 20 per cent of the 
outstanding shares. 


SBDCs wishing to be registered as Northern and Eastern SBDCs must include the 
words “Northern and Eastern” in parentheses in the corporation name. Registered 
SBDCs interested in changing over to a Northern and Eastern SBDC should contact 
the SBDC Operations section for more information. 

A registered Northern and Eastern SBDC can be formed anywhere in Ontario 
and receive increased benefits attached to this special type of SBDC, simply by 
investing only in eligible companies situated in Northern and Eastern Ontario. 

Become a Northern and Eastern SBDC and take advantage of the: 


@® 30percent incentive; 

@ expanded eligible activities; 

@ relaxed arm’s length rules; 

@ reduced capitalization requirements. 


Flow of Funds for 
Northern and Eastern Ontario 


Ontario 


The following areas 
are considered to 
be in Northern and 
Eastern Ontario: 


COUNTIES 
Dundas 
Frontenac 
Glengarry 
Grenville 
Haliburton 
Hastings 

Lanark 

Leeds 

Lennox and Addington 
Northumberland 


Northern and Eastern Ontario 


Peterborough 
Prescott 
Prince Edward 
Renfrew 
Russell 
Victoria 


TOWNS 
Newcastle 


REGIONAL 
MUNICIPALITIES 
Ottawa -Carleton 


TERRITORIAL 
DISTRICTS 
Algoma 
Cochrane 
Kenora 
Manitoulin 
Muskoka 
Nipissing 
Parry Sound 
Rainy River 
Sudbury 
Thunder Bay 
Timiskaming 
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